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Income-tax Department
Edited by Stephen G. Rusk

How the shipbuilders responded to the call for ocean-going tonnage
to overcome the great destruction that took place during the war is
reflected in the tentative ratios of post-war replacement value as compared
to pre-war costs as of June 30, 1916, on domestic ocean-going ships.
In treasury decision number 3467, appertaining to “Ratios for deter
mining amortization allowances on domestic steel vessels” ocean-going
passenger steam vessels are estimated to have a post-war value of 120%
of the cost per dead-weight ton at June 30, 1916. Ocean-going cargo
carrying steam vessels, other than tank steamers, are estimated to have
a post-war value of 40% of the said pre-war cost and tank steamers 90%
of the pre-war cost. As explained in treasury decision 3333, issued under
date of May 19, 1922, these published ratios are only tentative and are
affected by particular conditions surrounding any given case. A casual
consideration of the matter would cause one to wonder why the post-war
value of passenger steamers is so much greater than that of cargo
carrying steamers. It would seem that there would have been a horizontal
reduction in value of ocean-going steamers of all kinds.
Congress in its expiring moments, March 4th of this year, amended
subdivisions (c) and (e) of section 202 of the revenue act of 1921, and
as a result articles 1566 and 1568 have been amended in treasury decision
3468. The subdivisions of the law mentioned above treat of the determi
nation of taxable gain or loss in cases of exchange of property, real,
personal or mixed, for other property of a like kind. Subdivision (c-1)
is amended by the addition of the following language:
“* * * in the case of property held for investment not including stock,
bonds, notes, choses in action, certificates of trust or beneficial interest,
or other securities or evidences of indebtedness or interest.”
The apparent effect of the above-quoted language when considered with
the language of subdivision (c) is to exclude from the realm of unrealized
gain or loss the several kinds of assets mentioned therein. The amend
ment to subdivision (e) treats of exchange of property for other property
having no readily realizable market value together with money or other
property which has a readily realizable market value; and it sets forth
the manner in which taxable gain shall be determined by the substitution
of more concise language for that which was formerly comprised in the
section of the law.
TREASURY RULINGS
(T. D. 3467—April 20, 1923)
Ratios for determining amortization allowances on domestic steel vessels.
Pursuant to article 184 of regulations No. 62, the commissioner has
determined and publishes the following ratios for use by taxpayers in
computing claims for tentative allowances for amortization on steel vessels
of domestic corporations or of resident individuals or partnerships:
(1) On ocean-going passenger steam vessels, certificated as such,
replacement cost as referred to in said article 184, shall be 120 per cent.
of cost per dead-weight ton of steamers of similar type, size, and speed
as of or about June 30, 1916.
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(2) On ocean-going cargo-carrying steam vessels, exclusive of tank
steamers, 40 per cent. of the cost per dead-weight ton of steamers of
similar type, size, and speed as of or about June 30, 1916, shall be accepted
as residual value of the vessel whether in use or not unless actually
abandoned, in which case sale or salvage value shall be substituted in lieu
of the above-mentioned allowance: provided further, that the residual
value of a steam vessel, not permanently discarded, shall in no case be
less than $56 per dead-weight ton.
(3) On tank steamers replacement cost shall be computed at 90 per
cent. of the cost per dead-weight ton of steamers of similar type, size, and
speed as of or about June 30, 1916.
T. D. 3333 is hereby amended so as not to apply to vessels above
described or to foreign-owned vessels provided for by T. D. 3448.
(T. D. 3468—April 21, 1923)
Exchanges of property
Articles 1566 and 1568 of regulations No. 62 amended
Subdivisions (c) and (e) of section 202 of the revenue act of 1921
were amended, to take effect January 1, 1923, by an act approved March
4, 1923 (Pub. No. 545), to read as follows (the part added by the amend
ment is underscored [italic], and the part eliminated by the amendment
is stricken through) :
(c) For the purposes of this title, on an exchange of property, real,
personal or mixed, for any other such property, no gain or loss shall be
recognized unless the property received in exchange has a readily, realizable
market value; but even if the property received in exchange has a readily
realizable market value, no gain or loss shall be recognized—
(1) When any such property held for investment, or for productive
use in trade or business (not including stock-in-trade or other property
held primarily for sale, and in the case of property held for investment not
including stock, bonds, notes, choses in action, certificates of trust or
beneficial interest, or other securities or evidences of indebtedness or
interest), is exchanged for property of a like kind or use.
(2) When in the reorganization of one or more corporations a person
receives in place of any stock or securities owned by him, stock or
securities in a corporation a party to or resulting from such reorganization.
The word “reorganization,” as used in this paragraph, includes a merger
or consolidation (including the acquisition by one corporation of at least
a majority of the voting stock and at least a majority of the total number
of shares of all other classes of stock of another corporation, or of sub
stantially all the properties of another corporation), recapitalization, or
mere change in identity, form, or place of organization of a corporation
(however effected) ; or
(3) When (A) a person transfers any property, real, personal or
mixed, to a corporation, and immediately after the transfer is in control
of such corporation, or (B) two or more persons transfer any such prop
erty to a corporation, and immediately after the transfer are in control
of such corporation, and the amounts of stock, securities, or both, received
by such persons are in substantially the same proportion as their interests
in the property before such transfer. For the purposes of this paragraph,
a person is, or two or more persons are, “in control” of a corporation
when owning at least 80 per centum of the voting stock and at least 80
per centum of the total number of shares of all other classes of stock of
the corporation.
(e) Where property is exchanged for other property which has no
readily realizable market value, together with money or other property
which has a readily realizable market value, then the money or the fair
market value of the property having such readily realizable market value
received in exchange shall be applied against and reduce the basis, provided
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in this section, of the property exchanged, and if in excess of such basis,
shall be taxable to the extent of the excess; but when property is
exchanged for property specified in paragraphs (1), (2), and (3) of
subdivision (c) as received in exchange, together with money or other
property of a readily realizable market value other than that specified in
such paragraphs,
money or the fair market value of such other property
received in exchange shall be applied against and reduce the basis, provided
in this section, of the property exchanged, and if in excess of such basis,
shall be taxable to the extent of the exess, the amount of the gain

resulting from such exchange shall be computed in accordance with sub
divisions (a) and (b) of this section, but in no such case shall the taxable
gain exceed the amount of the money and the fair market value of such
other property received in exchange.
Consequently, paragraph (a) of article 1566 and article 1568 of regu
lations No. 62 are amended, effective January 1, 1923, to read as follows:
Art. 1566. * * * (a) Where property held for investment (not
including stock, bonds, notes, choses in action, certificates of trust or bene
ficial interest, or other securities or evidences of indebtedness or interest)
is exchanged for other property of a like kind, or where property held
for productive use in trade or business is exchanged for other property of
a like use. The words “like kind” are defined as having reference to the
nature or character of the property and not its grade or quality. Under
this paragraph no gain or loss is realized by one other than a dealer from
the exchange of real estate for other real estate. One kind or class of
property may not, under this paragraph, be exchanged for property of a
different kind or class, as real estate for personal property. The fact that
any real estate involved in an exchange is improved or unimproved makes
no difference, for such fact relates only to the grade or quality of the
property and not to its kind or class. There is excluded from the provisions
of this paragraph stock-in-trade or other property held primarily for sale.
Unproductive real estate held by one other than a dealer for future use
or future realization of the increment in value is held for investment and
not primarily for sale.
*******
Art. 1568. Exchanges of property for other property and money.—
Where property is exchanged for other property which has no readily
realizable market value, together with money or other property which has
a readily realizable market value, then the money or the fair market
value of the property having such readily realizable market value received
in exchange shall be applied against and reduce the basis described in
articles 1561, 1562, and 1563 of the property exchanged, and if in excess
of such basis shall be taxable to the extent of the excess; but when
property is exchanged for property specified in paragraphs (a), (b), and
(c) of article 1566 as received in exchange, together with money or other
property of a readily realizable market value other than that specified in
such paragraphs, the amount of the gain resulting from such exchange
shall be computed in accordance with article 1565, but in no case shall the
taxable gain resulting from such exchange exceed the amount of the
money and the fair market value of such other property received in
exchange. The amount of the money and the fair market value of such
other property received in exchange which is in excess of the taxable
gain under the above should be applied against and reduce the basis for
ascertaining the gain or loss from the subsequent sale of the property
specified in paragraphs (a), (b), and (c) of article 1566 as received in
exchange.
Examples.— (1) A exchanged certain property which he had pur
chased subsequent to March 1, 1913, for $5,000, for real estate having no
readily realizable market value and $2,000 in cash. No gain or loss is
realized from such exchange. However, if A subsequently sells the real
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estate, the difference between the amount realized therefor and $3,000, the
basis of the property exchanged reduced by the amount of cash received
in the exchange, is taxable gain or deductible loss, as the case may be.
See also article 1564.
(2) A exchanged certain property which he had purchased subse
quent to March 1, 1913, for $14,000, for stock having no readily realizable
market value and bonds having a readily realizable market value of $16,000.
A realized a taxable gain of $2,000, the amount by which the fair market
value of the bonds exceeds the cost of the property exchanged. The
entire amount received from the subsequent sale of the stock received in
the exchange constitutes taxable income.
See also article 1564.
(3) A, in connection with the reorganization of a corporation, received
in place of stock purchased by him subsequent to March 1, 1913, for $9,000,
stock of a fair market value of $8,000 in a corporation a party to the
reorganization, together with cash in the amount of $4,000. A realized
from the exchange a taxable gain of $3,000, the amount by which the sum
of the cash and the fair market value of the stock received exceeds the
cost of the property exchanged. If A subsequently sells the stock, the
difference between the amount received therefor and $8,000, the $8,000
representing the basis of the old stock, $9,000, reduced by $1,000, the amount
of cash received in the exchange which was in excess of the taxable
gain, constitutes taxable gain or deductible loss, as the case may be. See
also article 1566.
(4) A transferred to a corporation all of the outstanding stock of
which was owned by him, property purchased by him subsequent to March
1, 1913, for $40,000, in exchange for stock of the corporation of a fair
market value of $50,000, together with Liberty bonds of a fair market
value of $10,000. A realized from the exchange a taxable gain of $10,000,
the amount of the fair market value of the Liberty bonds received in the
exchange. The actual gain from the exchange was $20,000, the excess
of the sum of the fair market value of the Liberty bonds and the fair
market value of the stock received in exchange over the cost of the
property exchanged, but since the fair market value of “such other
property received in exchange” is only $10,000, the limitation that the
amount of the taxable gain derived shall not exceed the amount of the
money or the fair market value of such other property received in exchange
must be applied. Consequently, the taxable gain is limited to $10,000.
Upon the subsequent sale of the stock the difference between the amount
received therefor and $40,000, the cost of the property exchanged, con
stitutes taxable income or deductible loss, as the case may be.
It is assumed in the above examples that the property exchanged was
not of a kind properly to be included in inventory. If the property
exchanged was acquired prior to March 1, 1913, or by gift, devise, bequest,
or inheritance, see articles 1561, 1562, and 1563.
The amount of taxable gain or deductible loss, if any, resulting from
exchanges effected prior to January 1, 1923, should be determined under
the statutes and regulations in effect prior to the amendments; exchanges
effected subsequent to January 1, 1923, are controlled by the statute and
regulations, as amended.

Connecticut Society of Certified Public Accountants
At the annual meeting of the Connecticut Society of Certified Public
Accountants held at New Haven April 11, 1923, the following officers
were elected: President, Milon M. Stone; vice-president, Leon E. Vannais;
treasurer, Frederick W. Child; secretary, Maurice L. Blanchard; auditor,
George W. Meder.
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